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union as of December 31 of the preced-
ing year or as otherwise determined
pursuant to paragraph (b) of this sec-
tion.

(b) Coverage. The operating fee shall
be paid by each Federal credit union
engaged in operations as of January 1
of each calendar year, except as other-
wise provided by this paragraph.

(1) New charters. A newly chartered
Federal credit union will not pay an
operating fee until the year following
the first full calendar year after the
date chartered.

(2) Conversions. A state chartered
credit union that converts to Federal
charter will pay an operating fee in the
year following the conversion. Federal
credit unions converting to state char-
ter will not receive a refund of the op-
erating fee paid to the Administration
in the year in which the conversion
takes place.

(3) Mergers. A continuing Federal
credit union that has merged with an-
other credit union will pay an operat-
ing fee in the following year based on
the combined total assets of the
merged credit union and the continu-
ing Federal credit union as of Decem-
ber 31 of the year in which the merger
took place. For purposes of this re-
quirement, a purchase and assumption
transaction wherein the continuing
Federal credit union purchases all or
essentially all of the assets of another
credit union shall be deemed a merger.
Federal credit unions merging with
other Federal or state credit unions
will not receive a refund of the operat-
ing fee paid to the Administration in
the year in which the merger took
place.

(4) Liquidations. A Federal credit
union placed in liquidation will not pay
any operating fee after the date of liq-
uidation.

(c) Notification. Each Federal credit
union shall be notified at least 30 days
in advance of the schedule of fees to be
paid. A Federal credit union may sub-
mit written comments to the Board for
consideration regarding the existing
fee schedule. Any subsequent revision
to the schedule shall be provided to
each Federal credit union at least 15
days before payment is due.

(d) Assessment of Administrative Fee
and Interest for Delinquent Payment.

Each Federal credit union shall pay to
the Administration an administrative
fee, the costs of collection, and interest
on any delinquent payment of its oper-
ating fee. A payment will be considered
delinquent if it is postmarked later
than the date stated in the notice to
the credit union provided under
§ 701.6(c). The National Credit Union
Administration may waive or abate
charges or collection of interest if cir-
cumstances warrant.

(1) The administrative fee for a delin-
quent payment shall be an amount
fixed from time to time by the Na-
tional Credit Union Administration
Board and based upon the administra-
tive costs of such delinquent payments
to the Administration in the preceding
year.

(2) The costs of collection shall be
the actual hours expended by Adminis-
tration personnel multiplied by the av-
erage hourly salary and benefits costs
of such personnel as determined by the
National Credit Union Administration
Board.

(3) The interest rate charged on any
delinquent payment shall be the U.S.
Department of the Treasury Tax and
Loan Rate in effect on the date when
the payment is due as provided in 31
U.S.C. 3717.

(4) If a credit union makes a com-
bined payment of its operating fee and
its share insurance deposit as provided
in § 741.4 of this chapter and such pay-
ment is delinquent, only one adminis-
trative fee will be charged and interest
will be charged on the total combined
payment.

[44 FR 27380, May 10, 1979, as amended at 50
FR 20745, May 20, 1985; 55 FR 1799, Jan. 19,
1990; 59 FR 33421, June 29, 1994; 60 FR 58503,
Nov. 28, 1995]

§§ 701.7—701.11 [Reserved]

§ 701.12 Supervisory committee audits
and verifications.

(a) Definitions. As used in this chap-
ter:

(1) Agreed-upon procedures engagement
refers to the performance by an inde-
pendent, licensed certified public ac-
countant of an engagement in which
the scope is limited to applying speci-
fied agreed-upon procedures to one or
more specified elements, accounts or
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items of a financial statement. Such
procedures are insufficient to express
an opinion regarding either the finan-
cial statements taken as a whole, or
the specified elements, accounts or
items under examination.

(2) Compensated auditor refers to any
accounting/auditing professional, ex-
cluding credit union employees, who is
compensated for performing more than
one compensated supervisory commit-
tee audit and/or verification of mem-
bers’ accounts, or opinion audit, per
calendar year.

(3) Financial statements refers to a
presentation of financial data, includ-
ing accompanying notes, derived from
accounting records of the credit union,
and intended to disclose a credit
union’s economic resources or obliga-
tions at a appoint in time, or the
changes therein for a period of time, in
conformity with GAAP or RAP, as de-
fined herein. Each of the following is
considered to be a financial statement:
a balance sheet or statement of finan-
cial condition; statement of income or
statement of operations; statement of
undivided earnings; statement of cash
flows; statement of changes in mem-
bers’ equity; statement of assets and li-
abilities that does not include mem-
bers’ equity accounts; statement of
revenue and expenses; and statement of
cash receipts and disbursements.

(4) GAAP is an acronym for ‘‘gen-
erally accepted accounting principles’’
which refers to the conventions, rules,
and procedures which define accepted
accounting practice. GAAP includes
both broad general guidelines and de-
tailed practices and procedures, pro-
vides a standard by which to measure
financial statement presentations, and
encompasses not only accounting prin-
ciples and practices but also the meth-
ods of applying them.

(5) GAAS is an acronym for ‘‘gen-
erally accepted auditing standards’’
which refers to the standards approved
and adopted by the American Institute
of Certified Public Accountants which
apply when an ‘‘independent, licensed
certified public accountant’’ audits fi-
nancial statements. Auditing standards
differ from auditing procedures in that
‘‘procedures’’ address acts to be per-
formed, whereas ‘‘standards’’ measure
the quality of the performance of those

acts and the objectives to be achieved
by use of the procedures undertaken. In
addition, auditing standards address
the auditor’s professional qualifica-
tions as well as the judgment exercised
in performing the audit and in prepar-
ing the report of the audit. Copies of
GAAS may be obtained from the
AICPA, Order Department, Harborside
Financial Center, 201 Plaza Three, Jer-
sey City, NJ 07311–3881, telephone (800)
TO–AICPA or (800) 862–4272.

(6) Independence and Independent
means the impartiality necessary for
the reliability of the compensated
auditor’s findings. Independence re-
quires the exercise of fairness toward
credit union officials, members, credi-
tors and others who may rely upon the
supervisory committee audit report.

(7) Internal controls refers to the proc-
ess, established by the credit union’s
board of directors, officers and employ-
ees, designed to provide reasonable as-
surance of reliable financial reporting
and safeguarding of assets against un-
authorized acquisition, use, or disposi-
tion. A credit union’s internal control
structure consists of five components:
control environment; risk assessment;
control activities; information and
communication; and monitoring. Reli-
able financial reporting refers to prepa-
ration of financial statements that
‘‘present fairly’’ the financial position
of the credit union and results of its
operations and its cash flows, in con-
formity with GAAP or RAP, as defined
herein. Internal control over safeguard-
ing of assets against unauthorized ac-
quisition, use, or disposition refers to
prevention or timely detection of
transactions involving such unauthor-
ized access, use, or disposition of assets
which could result in a loss that is ma-
terial to the financial statements.

(8) Licensed, certified public accountant
refers to an accounting/auditing profes-
sional who has received a certificate
and license from a duly-appointed state
licensing authority to practice ac-
counting/auditing, and is independent
as defined herein.

(9) Opinion audit refers to an exam-
ination of the financial statements per-
formed by an independent, licensed,
certified public accountant in accord-
ance with GAAS. The objective of an
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‘‘opinion audit’’ is to express an opin-
ion as to whether those financial state-
ments of the credit union present fair-
ly, in all material respects, the finan-
cial position and the results of its oper-
ations and its cash flows in conformity
with GAAP or RAP, as defined herein.

(10) RAP is an acronym for ‘‘regu-
latory accounting practices’’ which
refer to the conventions, rules, and
procedures governing accepted ac-
counting practices, other than GAAP,
for credit unions and having the sub-
stantial support of either the NCUA or
the applicable state credit union super-
visor.

(11) Related party transactions refers
to transactions among or between par-
ties where one party controls or can
significantly influence the manage-
ment or operating policies of the other
so as to prevent the other party from
pursuing exclusively its own interests.
Examples of related parties include: ex-
ecutive management, board members,
supervisory committee members, cred-
it committee members, and employees,
and their families. Examples of ‘‘relat-
ed party transactions’’ include: inter-
est-free loans or loans at below market
rates; sale of real estate significantly
below appraised value; nonmonetary
exchange of property; below market
fees, and making of loans lacking
scheduled terms for repayment.

(12) Reportable conditions refers to a
matter coming to the attention of the
independent, compensated auditor
which, in his or her judgment, rep-
resents a significant deficiency in the
design or operation of the internal con-
trol structure of the credit union,
which could adversely affect its ability
to record, process, summarize, and re-
port financial data consistent with the
representations of management in the
financial statements.

(13) Specified elements, accounts or
items of a financial statement refers to
accounting information that is a part
of, but significantly less than, a finan-
cial statement. These may be directly
identified in a financial statement or
notes thereto; or they may be derived
from a financial statement by analysis,
aggregation, summarization, or mathe-
matical computation.

(14) Substantive testing refers to test-
ing of details and analytical procedures

to detect material misstatements in
the account balance, transaction class,
and disclosure components of financial
statements.

(15) Supervisory committee refers to a
supervisory committee as defined in
Section 111(b) of the Federal Credit
Union Act, 12 U.S.C. 1786(r). For some
federally-insured state chartered credit
unions, the ‘‘audit committee’’ des-
ignated by state statute or regulation
is the equivalent of a supervisory com-
mittee.

(16) Supervisory committee audit refers
to an examination of specified ele-
ments, accounts or items of the credit
union’s financial statement to the full
extent required in this part. An opinion
audit as defined herein exceeds the re-
quirements of a ‘‘supervisory commit-
tee audit.’’

(17) Working papers refers to the prin-
cipal record, in any form, of the work
performed by the auditor and/or super-
visory committee to support its find-
ings and/or conclusions concerning sig-
nificant matters. Examples include the
written record of procedures applied,
tests performed, information obtained,
and pertinent conclusions reached in
the engagement, proprietary audit pro-
grams, analyses, memoranda, letters of
confirmation and representation, ab-
stracts of credit union documents, re-
viewer’s notes, if retained, and sched-
ules or commentaries prepared or ob-
tained by the independent, com-
pensated auditor.

(b) Supervisory committee responsibil-
ities. (1) The supervisory committee is
responsible for ensuring that:

(i) The financial condition of the
credit union is accurately and fairly
presented in the credit union’s finan-
cial statements; and

(ii) The credit union’s management
practices and procedures are sufficient
to safeguard members’ assets.

(2) To meet its responsibilities, the
supervisory committee shall determine
whether:

(i) Internal controls are established
and effectively maintained to achieve
the credit union’s financial reporting
objectives which must be sufficient to
satisfy the requirements of the super-
visory committee audit, verification of
members’ accounts and its additional
responsibilities;
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(ii) The credit union’s accounting
records and financial reports are
promptly prepared and accurately re-
flect operations and results;

(iii) The relevant plans, policies, and
control procedures established by the
board of directors are properly admin-
istered; and

(iv) Policies and control procedures
are sufficient to safeguard against
error, carelessness, conflict of interest,
self-dealing and fraud.

(c) Supervisory committee audit. (1) A
supervisory committee audit of each
Federal credit union shall occur at
least once every calendar year and
shall cover the period elapsed since the
last audit period. The supervisory com-
mittee audit shall be performed by the
supervisory committee or its des-
ignated representative, as prescribed in
paragraph (c)(5) of this section.

(2) Standards for Performing Super-
visory Committee Audit. The super-
visory committee audit procedures/
testing must be performed in accord-
ance with the following standards:

(i) The audit is to be performed by a
person or persons having adequate
technical training and proficiency as
an auditor commensurate with the
level of sophistication and complexity
of the credit union under audit.

(ii) Reasonable care is to be exercised
in the performance of the audit and the
preparation of the report.

(iii) The work is to be adequately
planned and assistants, if any, are to
be properly supervised.

(iv) The person or persons performing
the audit must attain a sufficient un-
derstanding of the internal control
structure to plan the audit and to de-
termine the nature, timing, and extent
of tests to be performed.

(v) The person or persons performing
the audit must, through inspection, ob-
servation, inquiry, and confirmation
obtain sufficient evidence to afford a
reasonable basis for the financial state-
ment elements, accounts or items
under audit.

(3) Scope of Supervisory Committee
Audit. The scope of the supervisory
committee audit shall consist of:

(i) Attaining an understanding of the
internal control structure;

(ii) Assessing the level of control
risk; and

(iii) Based on the level of control
risk, determining the nature, timing,
and extent of substantive testing nec-
essary to confirm the assertions made
by management regarding each of as-
sets, liabilities, equity, income, and ex-
penses for the following attributes:

(A) Existence or occurrence;
(B) Completeness;
(C) Valuation or allocation;
(D) Rights and obligations; and
(E) Presentation and disclosures.
(4) In addition to scope requirements

set forth in paragraph (c)(3) of this sec-
tion, an audit performed by an inde-
pendent, compensated auditor which
includes any of the following areas
must, with respect to audit scope but
not with respect to reporting, satisfy
GAAS for expressing an opinion on the
financial statements taken as a whole:

(i) Internal controls;
(ii) Cash;
(iii) Loans and interest thereon;
(iv) Investments and interest there-

on;
(v) Shares and dividends and/or inter-

est thereon;
(vi) Related party transactions; and
(vii) The reporting of identified er-

rors and irregularities with regard to
each of the items in paragraphs (c)(4)
(i) through (vi) of this section.

(5)(i) The requirements of the annual
supervisory committee audit may be
satisfied by one of the following:

(A) An opinion audit of the credit
union’s financial statements performed
by an independent, licensed, certified
public accountant;

(B) An ‘‘agreed-upon procedures en-
gagement’’ performed by an independ-
ent, licensed, certified public account-
ant, which by itself or in combination
with procedures performed by the su-
pervisory committee, fulfills the re-
quired scope of the supervisory com-
mittee audit;

(C) A supervisory committee audit
performed by an independent, com-
pensated auditor other than an inde-
pendent, licensed, certified public ac-
countant which by itself or in combina-
tion with procedures performed by the
supervisory committee, fulfills the
scope of a supervisory committee
audit; or

(D) A supervisory committee audit
by the supervisory committee or its
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designated, uncompensated representa-
tive.

(ii) In all cases, an independent, com-
pensated auditor is required to con-
tract directly with the supervisory
committee for the audit engagement
and to deliver its written reports di-
rectly to the supervisory committee.

(iii) For a supervisory committee
audit performed by the supervisory
committee or its designated, uncom-
pensated representative, the super-
visory committee shall prepare a writ-
ten report of the supervisory commit-
tee audit.

(d) Engagement letter. (1) The engage-
ment of an independent, compensated
auditor to perform all or a portion of
the scope of a supervisory committee
audit shall be evidenced by an engage-
ment letter. The engagement letter
shall be signed by the compensated
auditor and acknowledged therein by
the supervisory committee prior to
commencement of a supervisory com-
mittee audit. The engagement letter
shall:

(i) Specify the terms, conditions, and
objectives of engagement;

(ii) Identify the basis of accounting
to be used, e.g., GAAP or RAP;

(iii) Include an appendix setting forth
the procedures to be performed (if not
an opinion audit);

(iv) Specify the rate of, or total, com-
pensation to be paid for the audit;

(v) Provided that the audit shall,
upon completion of the engagement,
deliver to the supervisory committee:

(A) A written report of the super-
visory committee audit; and

(B) Notice in writing, either within
the report or communicated sepa-
rately, of any internal control report-
able conditions and/or irregularities or
illegal acts which come to the auditor’s
attention during the normal course of
the audit (i.e., no additional duty is
imposed nor additional written com-
munications beyond (A) is required if
none of these is noted);

(vi) Specify a target date of delivery
of the written reports;

(vii) Certify that NCUA staff or its
designated representative will be pro-
vided unconditional access to the com-
plete set of original working papers ei-
ther at the credit union or at a mutu-

ally agreeable location, for purposes of
inspection; and

(viii) Acknowledge that working pa-
pers shall be retained for a minimum of
three years from the date of the writ-
ten audit report.

(2) In the case of a supervisory com-
mittee audit engagement which ad-
dresses all of the financial statement
elements, accounts or items and at-
tributes prescribed in paragraphs (c)(3)
and (c)(4) of this section, the engage-
ment letter shall certify that the con-
tracted scope of the audit satisfies the
requirements of a complete supervisory
committee audit.

(3) In the case of a supervisory com-
mittee audit engagement which ex-
cludes any financial statement ele-
ments, accounts or items and at-
tributes prescribed in paragraphs (c)(3)
and (c)(4) of this section, the engage-
ment letter shall:

(i) Identify the elements, accounts or
items and attributes excluded from the
audit;

(ii) State that, because of the exclu-
sion(s), the resulting audit will not, by
itself, fulfill the scope of a supervisory
committee audit; and

(iii) Caution that the supervisory
committee will remain responsible for
fulfilling the scope of a supervisory
committee audit with respect to the
excluded elements, accounts or items
and attributes.

(e) Audit reports and working paper ac-
cess. (1) Upon completion or receipt of
the written supervisory committee
audit reports, the supervisory commit-
tee shall provide the reports to the
board of directors. The supervisory
committee shall ensure that the inde-
pendent, compensated audit and its re-
ports comply with the terms of the en-
gagement letter prescribed in this sec-
tion. The supervisory committee shall,
upon request, provide to the National
Credit Union Administration a copy of
the written reports received from the
auditor.

(2) The supervisory committee shall
be responsible for preparing and main-
taining, or making available, a com-
plete set of original working papers
supporting each supervisory committee
audit. The supervisory committee
shall, upon request, provide NCUA staff
unconditional access to such working

VerDate 12<MAR>98 11:51 Mar 19, 1998 Jkt 179042 PO 00000 Frm 00300 Fmt 8010 Sfmt 8010 Y:\SGML\179042.TXT 179042-3



305

National Credit Union Administration § 701.13

papers either at the offices of the cred-
it union or at a mutually agreeable lo-
cation, for purposes of inspecting such
working papers.

(f) Sanctions. (1) Failure of a super-
visory committee and/or its independ-
ent compensated auditor to comply
with the requirements of this section,
or the terms of an engagement letter
required by this section, is grounds for:

(i) The regional director to reject the
supervisory committee audit;

(ii) The regional director to impose
the remedies available in § 701.13, pro-
vided any of the conditions specified in
§ 701.13 is present; and

(iii) The NCUA to seek formal admin-
istrative sanctions against the super-
visory committee and/or its independ-
ent, compensated auditor pursuant to
section 206(r) of the Federal Credit
Union Act, 12 U.S.C. 1786(r).

(2) In the case of a federally-insured
state chartered credit union, NCUA
shall provide the state regulator an op-
portunity to timely impose a remedy
satisfactory to NCUA before seeking to
impose a sanction permitted under
(f)(1) of this section.

(g) Federal credit union compensated
auditors, performing audits for super-
visory committees, must be independ-
ent of the credit union’s employees,
members of the board of directors, su-
pervisory and credit committees and/or
the credit union’s loan officers, and
members of their immediate families.
‘‘Members of their immediate families’’
means a spouse, or a child, parent,
grandchild, grandparent, brother or sis-
ter, or the spouse of any such individ-
ual.

(h)(1) The verification of members’
accounts shall be made using any of
the following methods:

(i) A controlled verification of 100
percent of members’ share and loan ac-
counts;

(ii) A sampling method that provides
a random selection that is expected to
be representative of the population
from which the sample was selected,
which will allow the auditor to test
sufficient accounts in both number and
scope to provide assurance that the
General Ledger accounts are fairly
stated in relation to the financial
statements taken as a whole. When the
auditor concludes that evidence pro-

vided by confirmations alone is not suf-
ficient, additional procedures should be
performed. That sampling procedure
must provide each dollar in the popu-
lation an equal chance of being se-
lected;

(iii) Independent, licensed, certified
public accountants are provided the ad-
ditional option of sampling members’
accounts using nonstatistical sampling
methods consistent with applicable gen-
erally accepted auditing standards,
provided the sampling method provides
a selection that allows the auditor to
test sufficient accounts in both number
and scope to provide assurance that the
General Ledger accounts are fairly
stated in relation to the financial
statements taken as a whole. When the
auditor concludes that evidence pro-
vided by confirmations alone is not suf-
ficient, additional procedures should be
performed. Independent, licensed, cer-
tified public accountants will be re-
sponsible for documenting their sam-
pling procedures, and providing evi-
dence to NCUA, if requested, that the
method used is consistent with applica-
ble generally accepted auditing stand-
ards.

(2) Records of those accounts verified
will be maintained and will be retained
until the next verification of members’
accounts is completed.

[50 FR 8710, Mar. 5, 1985, as amended at 58 FR
39433, July 23, 1993; 61 FR 41323, Aug. 8, 1996]

§ 701.13 Requirements for an outside
audit.

(a) A Federal credit union shall ob-
tain an outside, independent audit by a
certified public accountant for any fis-
cal year during which any one of the
following three conditions is present:

(1) The supervisory committee of the
Federal credit union has not conducted
an annual supervisory committee
audit;

(2) The annual supervisory commit-
tee audit conducted did not meet the
audit requirements of § 701.12 including
§ 701.12(h);

(3) The Federal credit union has expe-
rienced serious and persistent record-
keeping deficiencies as defined in para-
graph (c) of this section.

(b) In the case of an audit required
pursuant to paragraph (a) (1) or (2) of
this section, the scope of the outside,
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